
 

 

 

Machinery And Equipment Property Tax 

ISSUE 

Review of property taxes on machinery and equipment. 

AFFECTED AGENCIES 

State of Iowa and local government entities such as counties, cities, and school districts. 

CODE AUTHORITY 

Chapter 427B, Code of Iowa 

BACKGROUND 

Personal property is defined as all property not defined as real property except for machinery 
and equipment which is defined as a separate class of property in Iowa.  The State of Iowa 
taxed all personal property prior to FY 1975.  In FY 1975, the credit was established which 
began phasing out the property tax on personal property.  From FY 1975 to FY 1987, the 
personal property tax credit was increased and on July 1, 1987, the property tax on personal 
property was eliminated.   

Machinery and equipment is defined as a separate class of property in Iowa and is subject to 
property taxes.  Machinery and equipment acquired prior to January 1, 1981, was taxed at 
100% of the net acquisition cost.  Machinery and equipment acquired between January 1, 
1981, and December 31, 1984, was taxed at 30.0% of the net acquisition cost and the State 
provided a reimbursement to local governments equal to 70.0% of the net acquisition cost.  
The State reimbursement was not funded in FY 1992 and was repealed in FY 1993.  
Machinery and equipment purchased after January 1, 1985, is taxed at 30.0% of its net 
acquisition cost and the State did not establish a reimbursement for local governments. 

The impact of the State eliminating the reimbursement for machinery and equipment acquired 
between January 1, 1981, and December 31, 1984, and not providing a State reimbursement 
for machinery and equipment acquired after January 1, 1985, is that local governments were 
forced to forego the revenue or shift the property taxes that had been levied against 
machinery and equipment to other classes of property.  This only applies for machinery and 
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equipment that was replacing items that had been on the tax rolls at 100.0% of net acquisition cost 
or that had participated in the State reimbursement program. 

CURRENT SITUATION 

In FY 1994, machinery and equipment represented an estimated total taxable valuation of $2.27 
billion statewide.  The Department of Management had not finished consolidated tax rates for FY 
1994 at the time of this Issue Review, however, the estimated amount of property taxes derived 
from machinery and equipment for FY 1994 is $72.6 million.  In FY 1993, the actual taxable 
valuation of machinery and equipment was $2.21 billion statewide and the property tax generated 
was $72.4 million.  A listing of machinery and equipment taxable valuation, taxes raised, and the 
percent machinery and equipment represents of total property taxes is presented on a county by 
county basis in Table 1.  Machinery and equipment represent 3.0% of the total taxable valuation 
and 3.3% of total property taxes raised statewide in FY 1993.   

The State of Iowa requires 30.0% of the net acquisition cost of machinery and equipment to be 
included in taxable valuation.  There are minor exceptions for recycling equipment and equipment 
located in economic enterprise zones.  The states adjoining Iowa assess machinery and equipment 
as follows: 

 
State   Machinery and Equipment Property Tax Assessment 

Illinois  Exempt (Replaced With Income Tax) 
Kansas  25.0% of Market Value Depreciated Over 7 Years 
Minnesota  Exempt 
Missouri  Market Value 
Nebraska  Depreciated Value 
South Dakota  Exempt 
Wisconsin  Exempt (Minor Exceptions Based on Use) 

 

During the 1994 Legislative Session, the elimination or phase-out of the property tax on machinery 
and equipment was reviewed.  The Governor proposed that machinery and equipment purchased 
after December 31, 1993, be exempt from property tax.  This included machinery and equipment 
purchased as replacement for machinery and equipment that had previously been on local 
governments' tax rolls, forcing local governments to shift taxes to the remaining taxable valuation or 
forego the revenue.  This proposal would have required the State to increase State Aid to replace 
revenue to school districts that had been raised by the uniform property tax levy against the 
machinery and equipment that was proposed to be exempted. 

During the 1994 Legislative Session, the Legislature considered SF 2167 (Machinery and 
Equipment Property Tax Exemption) that would have allowed new machinery and equipment to be 
exempt from property taxes and created a new State reimbursement for new machinery and 
equipment that was replacing items that had previously been on the tax rolls.  However, SF 2167 
did not address the additional dollar levy in the school foundation formula which would have 
allowed schools to be paid twice for the additional dollar levy (once from property taxes and once 
from the State reimbursement).  This problem could have been corrected by amending the school 
foundation formula so the State reimbursement for machinery and equipment could be recognized 
as revenue within the school finance formula to adjust the additional property tax levy.   
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ALTERNATIVES 

• Leave the machinery and property tax levy as it currently exists. 

• Exempt only new machinery and equipment purchases (including the replacement of 
equipment currently on the tax rolls) and do not provide a reimbursement to local 
governments.  (Assuming a 20-year phase-out period). 

• Exempt only new machinery and equipment purchases (including the replacement of 
equipment currently on the tax rolls) and provide a reimbursement to local governments.  
(Assuming a 20-year phase-out period). 

BUDGET IMPACT 

• The first proposal would result in property tax revenue of approximately $72.4 million for 
local governments in FY 1995 based on FY 1993 data. 

• The second proposal would reduce property tax revenue for local governments by 
approximately $3.0 million a year (adjusted for State Aid increase) and would require the 
State to increase State Aid to local schools by approximately $600,000 a year.  At the 
conclusion of the phase-out period (20 years), local governments would have forgone or 
shifted to other assessed property approximately $60.4 million (adjusted for State Aid 
increase) in property taxes and the State would be required to increase State Aid to local 
schools by $12.0 million.  These calculations are based on FY 1993 data. 

• The third proposal would require the State to provide a reimbursement for property taxes to 
local governments of approximately $3.0 million a year (adjusted for State Aid increase) 
and would require the State to increase State Aid to local schools by approximately 
$600,000 a year.  At the  

• conclusion of the phase-out period (20 years), the State would provide local governments a 
reimbursement of approximately $60.4 million (adjusted for State Aid increase) and the 
State would be required to increase State aid to local schools by $12.0 million for a total 
impact of $72.4 million.  These calculations are based on FY 1993 data. 
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